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Get That Extra Profit by 


Controlling Your Costs 


And you can do it, says this 
mortgage man, by scientific 
appraisal of all your costs 


ETTING an adequate spread and 

(5 premium commensurate with the 

actual cost of servicing is an im- 

portant operating problem for mortgage 

bankers today, and I think that an im- 

portant part of the solution lies in the 
field of cost control. 

Like any other commodity, there is a 
market price for servicing of mortgages. 
This market is highly competitive and 
prices therein fluctuate not solely from 
the cost of doing business but also on a 
basis of getting the business irrespective 
of cost. 

The industrial world found out long 
ago that it cannot survive on the prin- 
ciple of a “hell of a volume but no 
profits.” It is about time for mortgage 
servicers to wake up to the same fact. 

As for the “spread” we naturally have 
to take what we can get. 

As to “premium,” it is a question of 
who gets there first and the devil take the 
hindmost. None of us can predict with 
certainty the trend of interest rates and 
the question of what is a fair amount to 
charge is too speculative to even attempt 
to answer except simply to say that we 
should endeavor to get all the market will 
stand. Regardless of the trend of profits 
the bright spot in it is the other end of 


By MAURICE F. TOWNSEND 


the profit scale, namely; costs. Here is 
something we always have with us, like 
death and taxes. Unlike the latter two, 
it can be controlled. 





The author makes the significant 
and pertinent observation that 
you might have the biggest vol- 
ume of business in the world and 
still have no profits. Industry 
found that out a long time ago 
and mortgage servicers will do 
well to approach it realistically. If 
you can't get your profit in in- 
come, then get it from the cost 
end, he says. Mr. Townsend is 
vice president and secretary of 
the First Mortgage Corporation 
of Philadel phia. 





We can take a chapter from the history 
of the industrial world and see what is 
done about costs and their effect on the 
price structure. When costs are known 
and properly realized by competitors, 
prices rise and fall accordingly. They are 
simply based on efficient management and 
everyone is benefited thereby. When costs 


are not known, business is taken at a loss 
and everyone loses. This is an elemental 
fact but actually realized by few. 

Accepting the theory that lowering 
costs based on efficient management is 
the proper answer to fair market prices 
and increased profits, let’s see what con- 
stitutes costs. 

Consider a company which has activi- 
ties other than direct servicing of mort- 
gages. This will permit the inclusion of 
the “other income” item generally found 
in the income sheet of such businesses as 
ours. ‘ 
Let’s look at my own firm’s cost sheet 
for 1940. I find the income and expense 
totals for the year classified into 17 in- 
come items and 35 expense items. Each 
item of income and expense has been al- 
located to a department such as New Busi- 
ness, Underwriting, Servicing, Adminis- 
tration, Insurance, etc. 

Each department has its income classed 
as basic and non-basic. Likewise each de- 
partment has its allocation of expenses, 
predominant of which is payroll. All per- 
sonnel are properly allocated to depart- 
ments in which they specifically perform 
their duties. 

For purposes of monthly cost work of 
this kind, we use totals for 12 months 
ending any particular month in question; 
thus, as of November 30, 1940, we in- 
clude in our 12-month cost report, De- 
cember 1939 and the 11 months ending 
November 30, 1940. In this way we al- 
ways have 12 month’s figures before us, 
thus eliminating the annual peak and 
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slack months. 

Again referring to industrial costing 
principles, we have our basic income and 
our “by-product” income. Only income 
from our mortgage inventory is consid- 
ered basic. All other income is considered 
as “by-product.” Expenses allocated to 
the respective departments are totaled 
and reduced by the amount of ‘‘by-prod- 
uct” income allocated to the respective 
departments. 

Allocation of income to departments, 
other than administrative, is generally 
sufficient to cover the costs. When this is 
not the case, any excess expense must be 
absorbed by the basic income. However, 
this ‘‘cost’’ is kept separate from the ser- 


vicing cost. 


“Left-Over” Income 


Administrative expense, which includes 
controllable executives’ salaries, has little 
or no “by-product” income. It must be 
met by “left-over” income from the basic 
income. 

Expenses allocated to the service de- 
partment include those which might be 
termed “uncontrolled” particularly as to 
payroll. That is it includes salaries other 
than executives necessary to run the de- 
partment efficiently: rent, electricity, tele- 
phone, supplies and other usual over- 
head. Subdivisions of this department in- 
cludes servicers, inspectors, legal aid, ac- 
counting and office services. 

By-product income includes 
charged for mortgage extensions, fore- 
closures and the like. To determine ‘‘net 
cost,” this by-product income is deducted 
from the allocated expenses. 

This “net cost’ of the servicing de- 
partment is divided by the face amount of 
our mortgage inventory which gives us 
what we are after, namely: our costs to 
service in terms of service fees received. 

A proper knowledge of costs is para- 
mount to profits. If business cannot be 
obtained which will equal or better these 
costs, it shouldn't be taken. In this way 
the market price of our commodity “Ser- 
vice’ should be controlled. 


fees 


NATION'S BIGGEST CREDIT ITEM 


Real estate loans constitute the largest 
single form of credit in this country, says 
David L. Wickens who recently wrote 
Residential Real Estate,” said to be the 
most comprehensive work on this subject 


ever publis hed. 


The Future of Office Building Loans 


By HARRIS A. ELLISON 


The Union Central Life Insurance Company 


HE future into which we are pass- 

ing will bring with it vast eco- 

nomic changes. And whatever 
character these economic transformations 
may assume, we may be certain that prob- 
lems attendant to real estate will continue 
to become more and more complex. The 
disruption and relocation of international 
channels of trade brought about by the 
European and Asiatic conflicts, the grad- 
ual exhaustion of natural resources and 
our increasing need for them, the chang- 
ing character of our social and political 
institutions, the shifting of population 
and industrial activities and the resulting 
shift in finance and distribution centers, 
the development of new business meth- 
ods, the increasing burden of taxation, 
the intricate operations of our financial 
and credit structure, changes in modes of 
transportation all these combine to 
make real estate utilization increasingly 
complex and the job of real estate valua- 
tion and mortgage lending more and 
more technical. 

Much of which we have learned in 
the pa.‘ about values and procedures, 
may have little application in the prac- 
tice of the future. 

No type of real estate is affected by 
our changing economic world more than 
the office building. For this reason, I 
feel that utmost caution should be exer- 
cised in designing the mortgage provi- 
sions for loans secured by office buildings. 

Most important, the loan should be 
held well within the usual percentage 
limits of a sound valuation arrived at 
through seasoned judgment which has 
taken into consideration the many prob- 
lems involved. 

Due to the frequent monumental nature 
of many existing properties of the type, 
a valuation based solely on reproduction 
costs can be a hazardous approach for 
loaning purposes. Stability of location 
and demand, as reflected in the perma- 
nency of the future income stream is 
what the mortgage lender is interested 
in. Adequate income in excess of opera- 
tion expenses and fixed charges is what 
pays the interest and systematically re- 
duces the principal balance in line with 
deprectative and obsolescent influences. 
And it must be remembered, in basing a 
valuation on the capitalization of net re- 


turns, that the capitalization rate must 
be soberly considered in the light of our 
rapidly changing investment conditions, 
and that the longer into the future the 
net returns are predicted the less accurate 
the result is likely to be. And it is most 
important too, that the returns capitalized 
are actually vet. 

Good management is certainly one of 
the most vital factors in successful office 
building operation. Because of the possi- 
ble transitory quality of management 
during the loan term, it is thought wise 
by many lenders to secure mortgage pro- 
visions affecting this phase of operation. 
Competent management will provide 
sinking funds, or reserves, for such 
items as taxes, varied types of insurance, 
replacement of mechanical branches, 
cost of space rearrangement, maintenance, 
etc. Some lenders reserve the right of 
periodic inspections of the security and 
operational procedure, and further re- 
serve the privilege of some definite ac- 
tion where negligence is disclosed. In 
arriving at the investment value of this 
type of property, so heavily dependent 
on management, it should also be re- 
membered that any excess returns attribu- 
table to exceptional management, as con- 
trasted to average competent manage- 
ment, should be capitalized at a rate 
commensurate with the time possibilities 
of such returns. 

In addition to the broader economic 
complexities, location, and management 
there are many other items which have a 
decided bearing on value and mortgage 
terms and provisions: The population 
growth of the city and immediate area 
in which the property is located; indus- 
trial payrolls; bank clearances; trend of 
development of business and industrial 
activities ; local, state, and national legis- 
lation ; land acquisitions and reproduction 
costs; physical, economic, functional, and 
deferred maintenance; space available in 
and history of competitive buildings; 
records of vacancies; layout and cost of 
space rearrangement, leases in force, etc. 

In short, the all-important features in 
mortgage lending on office buildings are 
correct valuation approach and mortgage 
provisions giving flexible protection con- 
sistent with the probable changes which 
may occur during the life of the loaa. 
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A Suggestion for FHA Aid 


for Existing Structures 


Here is an interesting proposal 
that deserves the most careful 
consideration of mortgage men 


HE Nationat Housing Act was cre- 

ated to promote better housing for 

the American people and to in- 

crease the work for the labor available for 

construction. The regulations for new con- 

struction were formulated to provide the 

most livable plan, highest quality of work- 

manship and materials, and the most 

healthful conditions commensurate with 
the price paid. 

No such regulations were formulated 
for existing structures other than that the 
structure be in good condition and con- 
form to the conventional pattern. 

I believe that existing structures present 
the greatest housing problem we have. 
Unless a remedy can be found to prevent 
these structures from slipping back into 
the realm of non-desirable housing of the 
lower income bracket citizens, existing 
structures will become a menace to all 
housing requirements for healthy living. 

Here’s an illustration. In a Southwest 
city there is a section occupied by colored 
people. The housing is notoriously bad 
and many studies have been made with a 
view to improving it. Invariably the stu- 
dent is confronted with the fact that, at 
the present time, no tools are available to 
the owners of existing structures to con- 
form to a new acceptable pattern of good 
housing. Thus if new homes were built 
the old properties would still be there to 
further infect the health of the occupants 
of the new properties. As a new structure 
cannot comply with FHA regulations un- 
less the lot is definitely restricted and the 
plans and specifications conform to rigid 
requirements, why couldn’t such a pattern 
of requirements be worked out for exist- 
ing structures ? 

Naturally there must be some incentive 
and pressure applied to the owners of 
these properties. I believe that such a sec- 
tion of the city, say a space of one block, 
could be taken as a working unit. The 


By RUPERT I. HALL 


land would be restricted and a general 
pattern of rehabilitation would be formu- 
lated to put the existing structures in an 
acceptable condition. Compulsory require- 





The author believes that existing 
structures constitute the greatest 
housing problem we have and he 
presents an ingenious plan for 
greater FHA assistance in pre- 
venting the spread of slum areas 
and decay in existing houses. Mr. 
Hall is president of the Hall In- 
vestment Company of Tulsa. 





ments would have to be promulgated to 
take care of the land owner who is a 
hold-out. 

Such a rehabilitative plan for existing 
structures could be reduced to the indi- 
vidual unit, isolated from the district 
already in a slum area. In this manner and 
by such regulations, FHA could further 
accomplish the first requirement of better 
housing. As to increased labor used in 
construction of homes, it is a fact that 
rehabilitation work requires more labor 
hours in proportion than new construc- 
tion. Further it can be done by the older 
workman who now finds that housing 
contractors do not want him because of 
his age, but who is actually better adapted 
for remodeling work. 

I would prefer to employ a carpenter 
over fifty years old for this work. Gen- 
erally speaking, he is more skilled and has 
more patience with this type of work. 

My premise is that by applying the 
same type of regulations to existing struc- 
tures, the result will be better housing, 
prevent the spread of slum districts, cre- 
ate a pattern for preventing decay in ex- 
isting houses, and increase the amount of 
labor required by: 


1. Formulating regulations to promote 
a pattern of good housing using an area 
of existing structures as a unit. 

2. Formulating regulations to promote 
and require individual owners to comply 
with a pattern of good housing perfected 
by a majority within the area. 

3. Using police and health department 
requirements as a basis of mandatory re- 
quirements. 

4. Revising compensation and public 
liability requirements on construction re- 
quirements to permit the employment of 
labor past the usual required age. 

5. Lowering the interest cost on such 
loans in the interest of the health of all 
citizens, with a possible lowering of tax 
requirements by municipal cooperation. 

With a declining population and an in- 
creasing number of new dwellings, what 
is to become of the older properties? Are 
they to deteriorate into slums to breed 
crime, disease and political disorder? 

Whatever the answer, it deserves the 
thoughtful consideration of mortgage men 
everywhere. 


As a footnote to the author's com- 
ments, Abner H. Ferguson, FHA Ad- 
ministrator, told the house Banking and 
Currency Committee that a third of all 
U. S. houses are from 25 to 50 years old. 
Another nationally-known authority esti- 
mates that we have about ten million 
existing houses. 

About 18 per cent of all FHA mort- 
gages are on existing houses. Mr. Fergu- 
son said that ‘To deprive existing con- 
struction of FHA financing would have a 
depressing effect on the value of almost 
every home now standing.” 





The average investment of American 
families in their homes is somewhere. be- 
tween $3,000 and $4,000. More than a 
third of American homes are between 25 
and 50 years old. 


Out of 23,200,000 non-farm families 
in the U. S. in 1930, more than 12,000,- 
000 lived in rented dwellings. 
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Diversification of Activities 
Is Your Profit Insurance 


You will do better these days if you 
can offer many services such as sales, 
rental, appraisal, insurance and others 


HE mortgage banker who does a 
brokerage business exclusively is 
relatively rare today, particularly in 
smaller towns and cities. Most of us now 
offer additional services such as insurance, 
appraisal, real estate management, sales 
and rental. If we didn’t our total profits 
probably would be pretty slim—or would 
not exist at all. 

Our firm has offered these so-called 
collateral services longer than we have 
had a mortgage loan business. 

The way we got into the mortgage loan 
business proves that these collateral ser- 
vices do go together. 

We had been in the real estate business, 
including management, since 1919. About 
1932 a home office representative from a 
large insurance company asked us if we 
would like to take over the management 
and sale of about twenty pieces of prop- 
erty. We did. 

Brightening business conditions helped 
us to work out their problem satisfactori- 
ly. Then they wanted to know if we 
would like to make some loans. We were 
already servicing their other loans and 
the purchase money mortgages taken back 
on the properties we sold. Again we said 
yes, and today, ten years later, we have 
a good-size auxiliary line on our hands, 
that is, a good sized line for a city of about 
80,000 population. 

Prior to 1929 we had written fire insur- 
ance. It always seemed that about the 
time we were negotiating an important 
real estate deal some policyholder would 
have a $5 fire loss and we would have to 
spend the day with him. Collections were 
bad and the collecting itself often cre- 
ated ill-will so we sold our agency. 

But after two or three years in the 
mortgage business we discovered we 
were giving away hundreds of dollars 
in insurance premiums. We were dubious 
about going back in the business because 


By PAUL C. PANCAKE 


we were afraid it would cost us business 
in our other lines. 

The decision was made when one of 
our so-called ethical fire insurance brokers 





This is the story of the author's 
own company and how mainte- 
nance of all auxiliary departments 
in conjunction with their mort- 
gage loan business bas paid divi- 
dends. But more than that it is 
a suggestion for other companies 
in cities of around 50,000 to 100,- 
000 population where MBA is lib- 
erally represented. Mr. Pancake is 
president of the Pancake Realty 
Company of Huntington, West 
Va. 





(who of course abhorred mutual fire in- 
surance or non-conformitive fire com- 
panies) went to one of our cut-rate mort- 
gage brokers to get a loan on his home. 
Why? Because he could save $25. 

So back into the fire insurance business 
we went and recently when I checked our 
escrow account and found $5,500 there 
for hazard insurance premiums, I know 
that 85 per cent of these premiums are 
coming into our coffers in the next three 
years. Good business?—I think so, espe- 
cially for a small city. 

Our loan department last year gave to 
our sales department 10 per cent of its 
gross business. Our sales department gave 
to our loan department 20 per cent of its 
gross business. In many instances our sales 
department originates business both for 
itself and the loan department at the same 
time. In many instances the loan depart- 
ment actually creates business for itself 
and the sales department at the same time. 
The management and insurance depart- 
ments (in a smaller proportion, of 


course) receive equal benefits and at the 
same time render benefits to the loan de- 
partment. 

As far as our town is concerned (and 
I imagine it’s true for others of this size), 
people appreciate an office where they can 
buy their lot, finance their home, insure 
it, get a wrapped-up package, so to speak. 

We have our business set up by depart- 
ments with competent men heading each 
—office, sales, management, financing, in- 
suring. 

In our daily sales meetings (five min- 
utes) and our weekly meetings (one 
hour), we pass prospects back and forth 
from one department to another. 

Our office department looks after all 
collection details not only for loan pay- 
ments but also insurance payments. We 
collect in our monthly installments 90 
per cent of our insurance premiums. All 
we have to do to pay a premium is to 
transfer it from one account to another. 

Last year our sales department ac- 
counted for 50 per cent of our gross busi- 
ness, Management 15 per cent, loans 25 
per cent and insurance and miscellaneous 
10 per cent. 

One of my friendly competitors tells 
this story: To sell real estate, or mortgage 
loans or insurance one should stick to a 
single line of business. He says: If I were 
to start to Washington, D. C., in my auto- 
mobile on a business deal and have 
nothing on my mind but that one objec- 
tive I am sure I could do a better job than 
if I turned off two or three places along 
the road to see other people about other 
deals. 

I disagree and think that today’s mort- 
gage banker can and should add these 
collateral services. 


Nearly 90 per cent of American cities 
over 5,000 population own one or more 
of their public utilities. About 72 per 
cent own their water supply systems, 50 
per cent their sewage treatment plants, 
28 per cent their airports and 20 per cent 
their own auditoriums. 
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Let Us Have A Plan for Uniform 
Servicing of FHA Loans 


The need for more uniformity is 
already here and it will grow as 
loans are transferred more widely 


BOUT six years ago a market began 
A to develop for the sale of FHA 
mortgages. The principal pur- 
chasers then were life insurance com- 
panies. Since there was no precedent, 
purchasers usually determined the serv- 
icing conditions, and sellers were willing 
to comply. Thus a number of independent 
plans came into being. 

As to remittances, some buyers prefer 
to receive only the monthly installment 
of principal and the net interest. Others, 
through insistence or custom, receive these 
items as well as the monthly mortgage 
insurance premium, tax accrual, and haz- 
ard insurance accrual. Of the assignees 
that hold these escrow or trust funds, 
some pay the taxes direct and send the 
tax receipt to the servicer; others send a 
check to the servicer, who pays the taxes 
and mails the receipt to the assignee, who 
in turn mails it back to the servicer for 
transmittal to the mortgagor. In cases in 
which the servicer holds the escrow funds, 
some assignees want the tax receipt sent 
to them for inspection ; others are satisfied 
to receive a report from the servicer that 
the taxes have been paid. 

The method of reporting remittances 
to the assignee also varies. Some as- 
signees prefer to have the remittance 
check accompanied by a series of collec- 
tion tickets, each of which shows a break- 
down of the funds being forwarded for 
an individual mortgage; others prefer a 
single remittance sheet listing the prin- 
cipal and net interest being forwarded 
for a number of mortgages. 

At least one assignee requires an elabo- 
rate report with each remittance. Al- 
though the servicer retains all except the 
principal and net interest, the report con- 
tains 23 columns, all of which must be 
filled out completely, showing not only 
a minute break-down of the payment 
made by each borrower, but also the 


By EARL K. LOVERUD 


amount and cumulative total of each ac- 
crual account and a grand total of the 
reserves on hand. One large purchaser 
supplies forms on which its correspond- 





In this article Mr. Loverud gives 
you a good background descrip- 
tion of many of the servicing 
problems that have developed in 
the FHA program in recent years. 
He shows clearly the great need 
for uniformity in servicing prac- 
tise. He describes one standard 
system being used by an institu- 
tion servicing FHA’s for 60 as- 
signees. Mr. Loverud is president 
of the Western Mortgage Com- 
pany, Inc. of Milwaukee and sec- 
retary of the Milwaukee MBA. 





ents report once a year the principal bal- 
ance and reserve accounts for each mort- 
gage serviced, while another large buyer 
sends an auditor around each year to check 
the correspondent’s records against the 
reserve balances held by the home office 
of the purchaser. 

Another of the variances in servicing 
practice is the reporting of defaults. 
Some assignees themselves make reports 
to FHA, but most of them depend on the 
servicer to do so. 

As between one buyer and one seller, 
any combination of these plans can be 
made practicable; but the work of serv- 
icing and the attendant possibility for 
errors are magnified each time a new buy- 
er is added to the list, unless the buyer is 
willing to accept the servicing system al- 
ready in use by the seller. Even the 
slightest digression, as for instance in the 
reporting of taxes, imposes a burden and 
added expense on the servicing institu- 
tion. 


In more recent years, FHA mortgages 
on metropolitan properties have been 
widely distributed among small town 
banks, some of which hold only a few 
mortgages each. One Milwaukee institu- 
tion is currently servicing FHA mortgages 
for 60 assignees. It would be almost im- 
possible to operate with 60 different serv- 
icing plans and it was necessary to adopt 
a standard system which is now uniform 
with all but four of the sixty assignees. 

This standard system used is substan- 
tially the same as when it was adopted in 
1935. It is simple, easy to work, and for 
over five years has proved to be entirely 
satisfactory with all of the assignees that 
have accepted it. It consists of forward- 
ing one check each month to each as- 
signee, the check being accompanied by 
a remittance sheet listing for each mort- 
gage only the loan number, name of mort- 
gagor, due date, interest, principal, and 
interest differential, which is a total ‘of 
six columns. The holder of the mortgage 
can check for accuracy by comparing the 
remittance data with the FHA amortiza- 
tion schedule, where he will also find the 
principal balance. The servicing institu- 
tion holds all three escrow accounts in 
trust and disburses from these accounts 
to pay for taxes and insurance. At the 
proper time it sends to the assignee the 
tax receipts, renewal insurance policies, 
and FHA mutual mortgage insurance 
premium receipts. 

The need for universal uniformity in 
the servicing of FHA mortgages will be- 
come more apparent as the mortgages 
change hands more frequently. Some of 
them already have been transferred sev- 
eral times. If mortgages from Chicago, 
St. Louis, Houston, Milwaukee and Buf- 
falo are all serviced in the identical man- 
ner, their liquidity will be greatly 
enhanced. 

Of prime importance is that the serv- 
icing system be as simple as effectiveness 
will permit, and stripped of all reports 
that do not serve an essential purpose. 
The servicing agent should not be ex- 
pected to do the bookkeeping for the as- 


(Continued on page 7, column 2) 
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Texas Mortgage Bankers Hear Hill and Deming 


The success of MBA's four regional 
Mortgage Clinics this year has been such 
that this Association activity has estab- 
lished an even more important place for 
itself among those sponsored by MBA, 
Dean R. Hill, MBA president, declared 
after the Dallas Clinic on May 10th. 
More than 150 attended this first South- 
western Clinic which was under the di- 
rection of MBA Regional Vice President 
Allyn R. Cline of Houston. Regional 
Clinic attendance this year, if you are in- 
terested in figures, was Phildelphia 200, 
Chicago 250, Cincinnati 200 and Dallas 
150. Service Costs, Acquisition of New 
Business, Appraising and FHA were dis- 
cussed at all four and Conventional Loans 
added at Cincinnati. Property Manage- 
ment was a feature of the Philadelphia 
and Chicago Clinics. Practically every 
state in the union was represented at the 
Clinics. Members heard more than 100 
prepared papers on about the same num- 
ber of subjects. The Clinics proved, as 
many predicted they would, an excellent 
medium for keeping in touch with the 
best current thought in modern mortgage 
methods and practices. That was the rea- 
son why you saw so many MBA members 
attending more than one Clinic. 

Plans for the Annual Convention 
Clinics are already under way. A survey 
is being made to compile an entirely new 
list of Clinic subjects. It is planned to 
take up at the Convention no subject cov- 
ered at the four regional meetings. 

Preceding the Dallas Clinic was the an- 





nual meeting of the Texas MBA which 
was one of the largest in the long and 
successful career of this progressive local 
chapter. About 200 attended. 


T. A. Blakeley, The Mortgage Corporation 
of Texas in Dallas was elected president to suc- 
ceed W. A. McKinley, W. A. McKinley Com- 
pany of Dallas. Mr. Blakeley has just com- 
pleted a term as secretary and treasurer. R. D. 
(Buck) Walton of Houston and J. F. Holliday 
of Dallas were named vice-presidents and J. E. 
Foster, Jr., J. E. Foster & Son, Fort Worth was 
re-elected vice-president. M. H. Guillot, Dallas, 
was elected secretary and treasurer and Tom 
E. Sargeant of Dallas was re-elected executive 
secretary 

Texas MBA directors include: Carroll L. 
Jones, Donald Fitch, Porter Lindsley, W. F. 
Gillespie, R. S. Shelburne and J. S. Pulliam, all 
of Dallas; D. Ansley and John McQuown of 
San Antonio; I. B. McFarland, C. M. Malone, 
Kemp S. Dargan and T. J. Bettes all of Hous- 
ton; G. F. Zimmerman of Austin; and Charles 
Holt of Amarillo. 


Among the speakers were MBA Presi- 
dent Dean R. Hill, R. E. Shepherd, FHA 
District Director of Dallas, who spoke on 
Title VI loans; R. O. Deming, Jr., MBA 
Governor, who spoke on mortgage insur- 
ance on farm loans. Members heard re- 
ports by A. Y. Creager of Sherman on 
legislative activities. Among the MBA 
officers who attended the meeting were 
secretary George H. Patterson, Owen M. 
Murray of Dallas and Alpha Zinn of In- 
dianapolis, former presidents of MBA, 
and G. H. Galbreath of Tulsa, MBA 
Governor. 

In his address Mr. Deming outlined 


the plan for extending mutual mortgage 
insurance to farm loans, a plan which he 
said “contemplates the possibility of 
eventually eliminating federal govern- 
ment subsidies in farm mortgage lending 
and at the same time, providing a vehicle 
by which hundreds of millions of dollars 
of private capital would be invested in 
this field.” 


One effect of the plan, he declared 
would be to release millions of dollars of 
federal credit to meet the vast defense ex- 
penditures. With FHA mutual mortgage 
insurance on farm mortgages, private capi- 
tal would re-enter the farm loan field on 
a vast scale, he said. 

The proposal contemplates revisions in 
the Act which would mean insurance of 
farm mortgages in a manner somewhat sim- 
ilar to that used for home loans by FHA. 
The plan has been studied for the past six 
months by MBA's special Farm Loan Com- 
mittee. Mr Deming’s speech was the first 
public announcement of the group's views 
during that time. 

“Private capital has almost been driven 
from the farm mortgage field,’ he said. 
“Life insurance companies now own only 
about 11 percent of the total farm mortgage 
indebtedness while government agencies 
own about 40 percent. Yet today the great 
institutional lenders are eager for good in- 
vestments and would undoubtedly re-enter 
this field if mutual mortgage insurance 
could be applied to farm loans. 

“It would mean lifting from the govern- 
ment’s back much of the great burden it 
is carrying in agricultural financing. This 
would come at a particular advantageous 
time because the federal government will 
undoubtedly need all credit facilities for 
financing rearmament and defense.” 


President Hill’s address was devoted in 


(Continued next page) 





AT THE DALLAS CLINIC: A view of MBA's first Southwestern Clinic on May 10th following the Texas MBA meeting May 9th. 
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MBA QUESTION BOX 


The MBA Clinic has been a success 
primarily because it affords an ideal 
medium for the exchange of practical 
ideas adaptable in the operation of a 
mortgage lending business. 

President Dean R. Hill has suggested 
that we go a step further and create a 
department in The Mortgage Banker de- 
voted to a similar exchange of ideas, 
views and opinions. We will call it the 
MBA Question Box. Members are in- 
vited to submit questions on any subject 
related to mortgage banking. We will, in 
turn, submit these questions to members 
qualified to answer them. In each issue 
we shall publish several of these ques- 
tions and the accompanying answers. 

Some members will no doubt be in 
disagreement with some of the answers 
published. If so, they are invited to sub- 
mit what they consider the correct an- 
swers should be. This factor should make 
the department of even greater interest. 

We want to start this new department 
June 15th or July 1st, so the quicker we 
receive some good questions the better 
we will like it. Contributions are hereby 
invited. Send as many as you please and 
there is no limitation as to the type of 
question except that they must be of in- 
terest to a majority of MBA members. 


In 1900 all real property, residential 
and non-residential, was valued at $52,- 
500 million. By 1930 that figure had 
jumped to $314,200 million. 


Texas Mortgage Bankers Hear Hill and Deming 


part to recounting MBA's activities in 
recent months. Supplementing his com- 
ments about the National Defense Hous- 
ing program, Mr. Hill said: 

“Our members have or can readily as- 
certain the facts upon which an estimate 
of the number of needed units can be 
based and from which the number of 
units which private industry will supply 
can be forecast. It is of the utmost im- 
portance that we cooperate with the 
proper departments at Washington in re- 
spect to these matters, so that construc- 
tion of housing units by the Federal 
Works Administration under the Lanham 
Act shall be limited to supplying only so 
much of the needed defense housing as 
private industry cannot or will not pro- 
vide when needed. 

‘Many builders complain that they can- 
not construct houses at low cost to supply 
the requirements of prospective buyers in 
the low income brackets. Accomplishment 
of this task requires careful planning and 
considerable ingenuity, and it is the proper 
function and duty of the mortgage banker 
to assist these builders. 

“In many communities it has been 
claimed that construction of dwellings to 
comply with the requirements for mort- 
gage insurance under Class 3 of Title I is 
impossible. With few exceptions, I believe 
such claims are unfounded. 

“We have been making this type of loan 
for some time. The climate in the Buffalo 
area requires adequate heating plants and 
sound construction. A number of our 
builders have engaged in erecting this type 
of dwelling with marked success. They 


produce frame fout-room dwelling units of 
simple Cape Cod design, consisting of 
living room, kitchen, bath, utility room 
and two bedrooms, with slab floor, in- 
sulated ceilings, automatic gas hot air heat, 
on a 50-foot lot, with paved streets, gas, 
water, electricity, sewers or septic tanks, 
for as little as $2,640. 

“These_houses are sold with plastered in- 
terior walls which the purchaser can either 
paper or paint. The lot is rough graded 
and the purchaser ordinarily is of the type 
who can do the interior painting, final 
grading and landscaping himself. In most 
instances, the purchaser immediately builds 
his own garage. 

‘These houses are sold with a 5 percent 
cash down payment and the principal is 
amortized over 15 years. The monthly pay- 
ments on the mortgage, taxes and hazard 
insurance on the $2,640 house are slightly 
more than $27 per month. The monthly 
charge for the same mortgage with a 25 
year maturity is about $21. 

“The most successful builder of these 
houses in our area has divided the labor 
items into 40 operations and pays his labor 
on a piece work basis, so that he knows 
prior to commencing construction just how 
much the house will cost. 

“Housing of this type can probably be 
built even more economically under the 
provisions of Title VI of the Housing Act, 
because the builder can contract for mate- 
rials and labor for more units at a time 
than he can risk under Title I. 


“I feel that private industry can and 
must provide a large percentage of 
needed defense housing; and that in or- 
der to do so the builders must be en- 
couraged and, if necessary, educated in 
methods which have been successfully 
developed.” 





UNIFORM PLAN NEEDED FOR FHA SERVICING 


(Continued from page 5) 


signee, nor to render voluminous reports 
to serve as research data. Its job should 
be simply to make an earnest effort to get 
collections in on time, remit principal and 
net interest to the holder of the mort- 
gagee, and satisfy the mortgage holder 
that the taxes are paid, that the property 
is properly insured, and that the mortgage 
insurance is kept in force. 

No additional service should be ex- 
pected from him, for too much service 
will be costly to both parties. It must be 
remembered by servicing institutions and 
mortgage purchasers alike that the serv- 
ice remuneration gets smaller each month 
and that undertaking any unnecessary 
work may result in an operating loss on 
the part of the servicer during the last 
several years of the mortgage term. 

Apparently most FHA mortgage in- 
vestors are perfectly satisfied with the 


simplest effective servicing, which is also 
most advantageous, expeditious and eco- 
nomical for the servicer. MBA will ren- 
der a great service to a vital part of the 
FHA program if it can inspire all con- 
cerned to adopt a single, uniform serv- 
icing plan. 

As to the servicing of monthly payment 
loans that are not on the FHA plan, the 
matter of uniformity, although desirable, 
is not so important because, in the first 
place, there is much less complexity, and 
in the second place, a servicing institu- 
tion is usually correspondent for only one 
or a very few institutions. About the only 
difference encountered in the servicing of 
uninsured mortgages for several accounts 
is in the columnar arrangement of remit- 
tance sheets which, for the majority of 
accounts, is rather simple and easy to ad- 
just to the correspondent's record keeping. 
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The Best Appraisals Result When 


Appraisers Know the Purpose 


whereas it has nothing to do with an ap- 
praisal desired to establish an asset value 
of the property to a corporate owner. And, 


Owners get greater actual value 
from the reports this way says 
this Baltimore mortgage banker 


FEW YEARS ago real estate mort- 
gage interest was almost univer- 
sally fixed at 6 per cent with a 


few sources of money available at 51/, per 
cent. Even though a property was readily 
worth three or four times the amount of 
the mortgage desired, the interest rate was 
the same as if the mortgage represented 
60 per cent of the property value. 

Today interest rates practically always 
reflect the relation of the amount of the 
mortgage to the value of the property. 
This is modern recognition of the fact 
that the real value of mortgage money ts 
governed by the variation of the condi- 
tions under which it is borrowed. It is 
also recognition of the fallacy of an es- 
tablished fixed rate regardless of these 
conditions. 

Exactly the Same facts apply to the 
value of real estate itself, and justly so. 
The fact that any piece of real estate has 
more than one value, or rather, has d/f- 
ferent values, is slowly becoming more 
generally recognized; but, unfortunately, 
not as readily as were the different values 
of mortgage money. 

In appraising real estate when the pur- 
pose for which the appraisal is desired is 
unknown, a conscientious appraiser must 
of necessity give a value which exists un- 
der any and all conditions. To be consist- 
ent, this is, of necessity, a low value. It 
is probable that for mortgage purposes 
this is a safe course to pursue; but it is 
apparent that it is not the most intelli- 
gent course, and is often grossly unjust to 
the owner of the property. 

The value of any parcel of real es- 
tate has been defined by our ablest ap- 
praisal experts as the measure of the bene- 
fits to be derived from its future owner- 
ship. This means that to the ready market 
value must be added an addditional sum 
which reflects these benefits of future 


By HUGH F. WATTS 


ownership. 

If a trust company asked for an ap- 
praisal of a well-located retail property 
in a growing section without stating any 
reason or purpose for which it was de- 
sired, a valuation which included a mater- 
ial sum to reflect future enhancement, 
would be decidedly unjust to the benefi- 
ciaries, if the appraisal had been required 
to establish a basis for estate or inheri- 
tance taxes. These taxes are based on the 
ready market value of property at the 
time of the death of the owner, and this 
is what should be requested. 


Comparable Values 

If an appraiser is asked to give the 
values of ten different properties, with- 
out being advised as to the purpose of 
the appraisal, his valuations might cause 
great unjustice to beneficiaries of the es- 
tate if they were later found to have been 
required for the purpose of distribution of 
the estate. In such an appraisal, the com- 
parable values are of greater importance 
than the ready market values because of 
the very probable vastly different future 
expectations of each of the various prop- 
erties. 

Should an estate be one which was to 
be liquidated for the purpose of cash 
distribution and the appraisal desired in 
order to establish prices at which to offer 
its properties, it might not be considered 
necessary to state the reason for the valu- 
ation, but the appraiser can unquestion- 
ably perform his work much more intel- 
ligently if he is so advised. 

It can readily be seen that no one of 
the appraisals required above would be 
suitable for the purpose for which either 
of the other two was desired. 

In appraising for mortgage purposes, 
the expected value at the time of a defi- 
nite maturity is of great importance, 


in turn, this asset value to a corporate 
owner is greatly governed by its own use 
value of the property in question. 

We are all thoroughly familiar with 
the fact that almost any property has dif- 
ferent values which are governed by the 
type of financing the seller will offer the 
buyer. There are many instances in which 
from 15 to 20 per cent more has been se- 
cured through liberal financing than could 
have been secured in cash. 

By stating the purpose for which an 
appraisal is wanted, an owner almost 
invariably secures one which is of far 
greater actual value to him than one made 
without this information. 


“Private enterprise is doing a real job 
for defense housing. In the field of 
$3,000 to $5,000 houses over a recent 
seven-months period, private production 
for the country as a whole was up 29 per 
cent over last year. In some defense areas 
the increase was 150 per cent to 200 per 
cent. A survey that covered 89,000 units 
for the seven months period didn’t get 
them all. The total actually is much 
greater. 

“Government construction (housing 
that private enterprise can’t build), is 
also getting results. Some 75,000 dwell- 
ing units in 259 projects in 136 locali- 
ties, scattered through 47 states and ter- 
ritories, are under construction or in the 
final stages of land buying or contract 
negotiation.” —Charles F. Palmer, De- 
fense Housing Coordinator. 


The Federal Reserve Board has com- 
pleted plans which may be used to curb 
installment selling of automobiles and 
certain other consumers goods to prevent 
Old Man Inflation from getting his foot 
in the door. But the Board does not 
contemplate any curb on the financing of 
new houses, it is said. 








